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TAX NEWS
By TENNIE C. LEONARD, CPA, Memphis, Tennessee

Since this magazine is largely by and for
women, it is understandable that it gives us
a great deal of pleasure to be able to call
attention to cases wherein a woman’s worth
is properly recognized. Such a case is that
of Akeley Camera & Instrument Corp., 18
TC No. 132. The lady is Mrs. Helen Malone
who received a salary of $18,200 for each of
the years 1941-42-43. The Commissioner de
cided that since she was a woman, $8,200 of
the salary was excessive, notwithstanding
the fact that two other executives (both
male) received $18,200 per year. The Tax
Court found
“In fact, from the evidence at the hear
ing we would conclude that Mrs. Malone
was petitioner’s most valuable employee
and executive.”
*
*
*
We hear a great deal of talk these days
about the evils of “double taxation” and now
the tax services are pointing out that tax
payers can get a double deduction on casu
alty losses.
While the instructions on the business
income schedule, Form C, for 1952 state that
casualty losses of business property cannot
be deducted if they are made good by repairs
claimed as a deduction, there is nothing in
the law that requires a taxpayer to capita
lize a repair item merely because it was
caused by a casualty. The casualty loss de
duction takes care of the original expendi
ture made in the past. The basis of the
property is reduced by the amount of the
loss.
The money spent for the subsequent
repair is ah entirely different expenditure
which should be immediately deductible, if
in the nature of a repair, or recoverable
through depreciation if in the nature of a
capital expenditure.
If the casualty loss was sustained in one
year and the repair made in the next year,
it seems clear that both the casualty loss and
the repair would be deductible. There’s no
reason why the same result should not follow
when the casualty and repair occur in the
same year.
* *
*
Thin incorporations have been getting
special attention from the Bureau’s agents
for the past few years. Now the results of
their efforts are beginning to appear in the
reported cases and at least one such treat
ment has backfired on the Treasury. A real
estate corporation was formed in 1932 with

over a million dollars in 7% debentures
given pro-rata to the stockholders. Each
stockholder received $25,000 on the princi
pal of the debentures during the ten-year
period to 1942 in addition to interest. The
corporation deducted the interest payments
each year but they were disallowed by the
Treasury and the courts for 1939-41. (1432
Broadway Corp., 4 TC 1158, aff’d 160 Fed.
(2d) 885). The real estate was sold in 1943
and the actual liquidation took place a few
years later.
In computing her gain on the liquidation
a stockholder-bondholder used the Treas
ury’s arguments in her own behalf. If the
interest payments were not deductible by
the corporation, the obligations were not
debts. If they weren’t debts, then all pay
ments received during the 1932-42 period as
return of principal were really dividends.
As dividends the basis of the stock owned
was not reduced. Therefore, gain on liquida
tion was to be computed against a basis
which included the full amount of the deben
tures, not reduced by the principal pay
ments.
The district court agreed with the tax
payer and turned down the Treasury’s at
tempt to treat the debentures as true loans
in computing the gain to the stockholders
when it had already treated the loans as
equity investments insofar as the corpora
tion was concerned.
The taxpayer didn’t get off scot-free on
the amounts received in the earlier years..
She conceded that she was inconsistent and,
therefore, under Section 3801, had to offset
her refund by the tax she would have paid
if the payments had been taxed as dividends
in the earlier years. Corinne B. Bauman et
al. v. U. S. 106 F. Supp. 384.
*
*
*
Decisions on income tax cases seem to run
in cycles and the late ones reported are now
reflecting a heavy run on Section 102 cases,
with the usual family partnership, travel
entertainment, and fraud cases continuing
to be well represented. One of the newer (to
us) features of a fraud case appeared in a
Supreme Court decision issued November
10,1952, in the United States v. The Beacon
Brass Co., Inc. and Maurice Feinberg, hold
ing that a false statement to a Treasury De
partment employee, intended to conceal a
fraudulent income tax return was a viola
tion of Section 145.

Entered as second-class matter December 19, 1945, at the Post Office at New York, N. Y., under the Act of March 3,1879.
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